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1. 
Cultural Paradigms in the Music Industry
Cultural paradigms, which exist in an industry, can be characterized with the help of thought and action routines that all protagonists share.  As Nelson and Winter (1982) have shown, development within a cultural paradigm does not occur in eruptions and without pre-conditions but, rather, is part of an evolutionary process.  This evolutionary development of an industry is embedded in a historic evolutionary process of change, which proceeds in waves (see Freeman and Soete (1997) as well as Freeman and Perez (1988)).  We can thus understand innovation activity as a historic process, which cannot be interpreted independently of the attendant social context.  In the music industry, too, we can observe a succession of waves that were caused by innovative thrusts.  These thrusts more or less correspond to the technological epochs identified by Freeman and Perez (1988).

In contrast to evolutionary economists, however, I want to expand the concept of innovation to include social, legal, organizational, aesthetic, etc. factors, rather than reducing it to just technological factors.  "Industrial culture" is merely not affected by technological changes but also by the changes of norms adhered to and values held by acting persons.

At the beginning of the era of music publishers, the music industry's thinking and acting focused on the production of music in printed form, which was disseminated with the help of a network of music publishers, music theatres, and phonographic companies.  Amateur musicians, who imitated then current music hall and vaudeville hits on various instruments and in small ensembles, primarily constituted the demand side of the market.  In this system of production, distribution, and reception, the phonographic industry initially played only a subordinate role.

However, once the technological prerequisites for the mass production of phonograms came into existence around 1900, the phonograph and the record constituted a system that can be considered the core of a rapidly growing system of technological, social, and organizational innovation.
The rapidly growing market for phonographs and phonograms pushed the market for sheet music to the background.  Power in the music industry shifted as a result of the phonographic companies' economic success.  Phonograms were now at the heart of the music industry, for which music publishers provided the copyright protected repertoire, and for which live performances functioned as a key promotional instrument.  However, the Tin Pan Alley sound barely changed in this process of transformation.  Of course, there were short-lived novelties such as rapidly changing dance fashions; and new music forms such as Ragtime or Blues were incorporated into the repertoire.  But this does not indicate a radical break in music style.

All of the developments described above took place within the existing cultural paradigm that dominated the music industry into the early 1920s, when a new paradigm, broadcasting, appeared.  During the Jazz revolution, which we already discussed, the structures of the music industry were radically altered.  In this new paradigm, live performances of musicians, which were broadcast into the homes of radio listeners, assumed a central position.  The phonograph was integrated into radios.  Phonographic companies were integrated as sub-units into broadcasting conglomerates, and their role became to exploit popular music titles for a second time.  The broadcasting era reached its peak with Swing music, which was created in such a way that it perfectly matched broadcasting criteria.  Radio used technological innovations such as the electrical recording method, the Magnetophon, and High Fidelity before phonographic companies made use of them.  In contrast, however, phonogram technology—the 78-rpm shellac record—remained unchanged despite EMI's experiments with the LP in the 1930s.  BMI's founding as the exclusive licensing organization for U.S. broadcasting networks can be viewed as another indication of the dominant position assumed by the broadcasting corporations of the music industry in the 1930s and 1940s.

As mentioned earlier, this seemingly omnipotent broadcasting system of production, distribution, and reception was shaken by the Rock 'n' Roll revolution of the 1950s.  This new paradigm change initiated the era of the phonographic companies.  The very system of production, distribution, and reception that is still valid today formed in those years.  Company-owned music publishers had control of creative inputs.  Record contracts ensured that successful musicians were bound to the company for a long time.  Company-owned labels produced any music as soon as it promised to be commercially successful.  Yet, the majors left musical experimentation to independent producers and record labels.  Carrying all the risk, they were nevertheless tied to the majors through distribution contracts; in case of success, the major acquired both the artists and the record labels.  The control of the distribution of phonograms thereby assumes the central role in the music industry's hierarchy of power, since it regulates access to the market.  Organizationally, the majors are vertically integrated to a high degree.  Today, they are part of even larger corporations that, since the 1980s and 1990s, have been active in the cultural industrial area.  Yet, the transformation of ownership structures did not terminate the existing cultural paradigm.

Innovations, which have been occurring under the existing cultural paradigm since the 1950s, always emerged in the name of improving the dominant system of production, distribution, and reception.  This includes technological product innovations such as the music cassette, the car radio, the Dolby noise reduction system, the Walkman, the CD, the Digital Audio Tape (DAT), the Minidisc, and the DVD.  Process innovations such as the music video enabled an additional avenue for the promotion of phonograms, which, however, drastically raised the total production cost.  Aesthetic innovations also took place in this paradigm, but they did not result in a structural break.  New popular music genres emerged in the course of an evolutionary process that differentiated rock music or were gained from subcultures and adapted for the music mainstream, such as Heavy Metal, Punk Rock, Disco music, Hip-Hop/Rap and, of late, various forms of electronic music like Techno.

None of these genres had revolutionary effects, since they did not correspond to technological, social, legal, or organizational changes.  This might change in the near future.  The digitizing of information created technological innovations in the music industry no longer corresponding to the old paradigm's logic.  Together with legal and organizational transformations, however they may look, as well as social changes, which are not yet clearly apparent, the product innovation of MP3 technology and the process innovation surrounding the Internet and the new media might produce a mixture that could be capable of triggering yet another paradigm change.  The new cultural paradigm of the digital age would then establish itself in the music industry and lastingly alter its entire system of production, distribution, and reception.

2. 
Creative Paths within the Music Industry’s Cultural Paradigm
The cultural paradigm of the music industry provides the framework for their actors' thought and behavioral processes.  It separates the thinkable from the unthinkable and makes actions possible or impossible.  During the era of music publishers, it was thus unthinkable for a phonographic company to release original "black" Jazz on record, even though the music practice of what was not yet called Jazz was widespread in New Orleans and other cities of the American South.  It was also unthinkable that music would be disseminated in any other form but phonograms, sheet music, and live performances, even though the technological prerequisites of broadcasting already existed and had been used in praxis.

Jazz and broadcasting lied outside of the music industry's accepted systems of thought and behavior.  These thought and behavior systems determined ways of production, distribution, and reception of music in the respective cultural paradigms.  They depended on thought and action routines as well as behavioral heuristics that were selected in an evolutionary process.  What succeeded in the past was retained, that which failed was dropped.  Success, here, depends on the degree to which these systems adapted to the basic conditions of the cultural paradigm.  In this manner, typical thought and behavior patterns emerge for the respective cultural paradigms, which do not form randomly and arbitrarily but rather along the lines of specific developmental paths.  The development of the path depends on the extent to which novelty is realized, recognized, and accepted in a collective process of action.  I would like to call this collective process "action creativity".  In this sense, I will designate the developmental paths within an existing cultural paradigm as creative paths.

We can identify a number of paths, which differ from each other in their thought and action structures, for each of the cultural paradigms that existed in the history of the music industry.  In the era of music publishers, the creative path of entertainment music differed significantly from that of art music, which soon was organized under the term "classic."  In order to record a Caruso, strategies had to be applied that were different from those used in recording the darlings of music halls or operetta stages.  As evidenced by the different label and price politics, the marketing of these music styles was also different, which allows us to conclude that the industry served entirely different classes of audiences.  Even within the phonographic companies, discrete departments specializing in "classic" or entertainment music emerged, which also published separate catalogs.  Analogously, we can also identify specific paths for the broadcasting era and the subsequent era of the phonographic companies.

Each developmental path is characterized by a system of thought and action that stabilized as a result of routines and standardizing processes.  The elements of these action systems are specific business practices (customs), technological possibilities,
 social actors, and specific music practices.  These elements work together in a very particular way, which differentiates them from other creative paths (see figure 1).
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Figure 1: The Elements of the Creative Path.

How elements operate together determines the direction of creativity.  Creativity in my view can be defined as a collective (social) process of action in which novelty is recognized and accepted which is closely related to innovation. Innovation, therefore, can be defined as the process of the emergence of novelty, as well as the alteration of existing action routines.  During this process, novelty materializes itself in various forms, such as in the form of new products and production processes but also in the form of new social institutions, including new social fields of action.  This does not necessarily mean that the materialization of novelty always presupposes a creative process.  It is entirely possible that this materialization has already taken place but has not yet been recognized and accepted as new by a social process.  Innovation happens only when the creative process has begun, and novelty was construed as different from the already known.  It is entirely possible that a long period of time might pass between the moment of materialization and that of creative recognition and acceptance.

Innovation can come in different forms, such as phonographic technologies (e.g., music cassette), new marketing models (e.g., music video), new forms of distribution (e.g., the shipping of records via mail order), new forms of organization (e.g., networks between majors and independents), new job roles (e.g., independent music producers), and new music genres (e.g., Hip-Hop/Rap).  All of these innovations represent something new, yet they are the result of an evolutionary change of creative paths and thus constitute merely incremental innovations.

It follows that innovative processes of an industry always occur within creative paths, which are embedded in cultural paradigms, thus making it impossible for them to bring about radical innovations.  How, then, do radical innovations come about, as they have done repeatedly throughout the history of the music industry?  They are the results of paradigm changes and enter the dominant paradigm of production, distribution, and reception from outside the industry in order to permanently destroy it.  It is telling that the electrical recording method was not developed within the creative paths of the music publishing paradigm but by the broadcasting industry, which assumed center stage in the music industry after the paradigm change.  Likewise, the aesthetic innovations of Jazz and Rock 'n' Roll were alien to the existing creative paths, since they sprang from a new paradigm that formed new creative paths.  Also, specific forms of organization, such as the network of independent radio stations and record labels, were not part of the dominant broadcasting paradigm.  Of late, it was MP3 technology and music distribution over the Internet that were totally alien to the creative paths of the phonographic corporations, which suggests that these innovations, together with other innovations alien to the system, will cause yet another paradigm change.  All of these radical innovations, which can be considered carriers of paradigm changes, are based on creativity that is "system-alien" in the sense of collective processes of action that realize, recognize, and accept novelty.  That is, how novelty is dealt with differs from how the traditional paradigm deals with it.

3. 
An Explanation for the Change of Paradigms in the Music Industry
"System-alien" creativity is therefore the pre-condition for a paradigmatic structural break.
  It ensures the breakup of the paradigmatic frame within which the system of production, distribution, and reception operates.  Especially, the routinized relationships between individual elements of action are broken up, which frees up space for new possibilities of interaction.  In addition, technological possibilities expand, new music practices emerge, the number of actors increases, and new business practices form during the period of paradigm change.  The increase of action elements and the break-up of routinized behavior patterns abruptly lead to an increase in complexity.  Complexity means that it is impossible to predict which action elements are going to interact with each other, thus resulting in an increase of the potential for creativity within the entire system of action.  However, this heightens the uncertainty about the result of actions and lowers the ability to venture a prognosis.  As a result, actors will try to eliminate uncertainty by preferring some interactions to others.  Slowly, action routines and patterns form and thus provide the basis for new creative paths.  Over time, creative paths will stabilize according to the principle of evolutionary selection.  A new system of production, distribution, and reception takes shape, and the paradigmatic frame, which determines them, begins to close.  This process ends with the establishment of a new paradigm.  This does not mean, however, that all creative paths of the old paradigm are bound to disappear; rather, they will now be subordinated to the new paradigm's system of production, distribution, and reception.  Figure 2 schematically represents the process of paradigm changes in the music industry.
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Figure 2: A Model of Paradigm Changes in the Music Industry.

Each phase of the paradigm change is connected to a different extent of creativity.  During the phase of improvisation and experimental creativity, which begins soon after the structural break, multiple and unpredictable links between individual elements of action are possible.  Connections are either established with elements of actions that formerly lay outside of the old paradigmatic framework, or these elements are integrated into the system of action.  Such unforeseeable links form the basis for those radical innovations that can occur only during a paradigm change.  Hence, Rock 'n' Roll was the result of an unforeseeable connection of two music styles, Rhythm & Blues and Country & Western, which up until then had remained strictly separated from each other.  It is also possible that unpredictable links are forged between technological possibilities and music practices (e.g., the "electrification" of Blues towards the end of the 1940s) or between actors who thus far worked in entirely different creative paths (e.g., the collaborations between Bill Haley and Decca or Elvis Presley and RCA).

The duration of this phase depends on how quickly individual actors manage to decrease the heightened uncertainty resulting from these additional synapses by having recourse to preferred action links.  Thus, the broadcasting networks were already able to enforce their logic of production, distribution, and reception in the music industry by the late 1920s, thus establishing the preference of specific links over others.  For instance, established Jazz orchestras preferred collaborating with regional franchises of the broadcasting networks (CBS and NBC) to making recordings with smaller independent labels, which does not mean that such recordings never took place.  During the phase of influenced creativity, thus, certain connections remain the exception, whereas others become the rule.  For the emergence of novelty, regularity means that experiments are allowed but only to a specific, predictable extent.  Hence, the Beatles and George Martin were able to engage in artistic experiments that were trend-setting for rock music, but they nevertheless stayed within the existing aesthetic codes.

We can recognize that the second phase of the paradigm change in the music industry has set in, because new music genres or sub-genres begin to form that accord with different conditions of production, distribution, and reception.  Mutual impregnation is certainly possible, since these creative paths have not yet entirely become routine, but they remain rare, as is evidenced by the few crossover successes between the Pop and R&B charts in the 1970s.

The phase of influenced creativity corresponds to the oligopolization of market structures.  Dominant market actors emerge on all levels of the value-adding chain and begin to dictate the rules of the game.  Despite the increasing domination of a small number of actors, however, some individual actors manage to remain a force on the market by taking advantage of market niches.  I want to call such an oligopoly a dynamic one.  It is dynamic in the sense that the majors are not yet able to fully control the value-adding chain; as a result, a steady stream of new actors appear that attempt to succeed in the market with various business and music practices.  Hence, despite increasing market concentration in the 1970s, it was still possible for new actors to enter the record industry and at least temporarily maintain their autonomy of action.

During the Jazz revolution, the phase of influenced creativity was shorter because the broadcasting networks were able to expand their market power so rapidly that they managed in a short time period to control the entire value-adding chain.  This meant that they eradicated other connective possibilities with the help of those action routines that were crucial to the production logic of broadcasting.  In the first half of the 1930s, creative paths were completely routinized and music production was standardized.  In the U.S., Swing, a 100% radio-compatible music style, ruled entertainment music and would have managed to gain a lasting foothold in Europe had it not been for the catastrophe of World War II that swept over the continent.  As a result, European entertainment music was more strongly dominated by Schlager music, which was closely linked to the production logic of radio and film music, whereas the "classic" path was based on the tradition of art music.

These strongly standardized and routinized creative paths, which allowed only for a small amount of novelty, resulted from a few actors who had nearly unlimited power to control the market.  This phase of controlled creativity, which is akin to the lasting establishment of cultural paradigms, is based on a static oligopoly.  Market participants strive to prevent others from entering the market and attempt to control the conditions of production, distribution, and reception as gatekeepers to such an extent that unwelcome surprises, such as the emergence of new music practices, are no longer possible.  But it is possible to stabilize a static oligopoly only when the paradigmatic frame remains unchanged.

This change, however, had occurred by the end of the 1940s in the U.S. with the harbingers of the Rock 'n' Roll revolution.  Due to their rigid action and thought routines, the four companies that formed the static oligopoly in the U.S. were no longer able to integrate new music trends, which were developing on their periphery, into their production system.  This, however, would not have sufficed as a cause for the Rock 'n' Roll revolution if the entire paradigmatic frame of the music industry had not changed, as we already discussed above.  In a period of barely five years—from about 1950 to 1955—the majors lost control over the music industry's system of production, distribution, and reception.  This system became reoriented as a result of new actors (i.e., new record labels, independent music producers, independent radio stations, Rock 'n' Roll musicians) that entered the industry and operated in various constellations of actions, which made possible the paradigm change from broadcasting logic to phonographic logic.

The phonographic companies, which had controlled the music industry since this paradigm change, successfully expanded their market position until the 1990s.  Despite increasing routinization of the creative paths, they succeeded in integrating new music genres, as is shown by the commercialization of Heavy Metal, Punk Rock, and Hip-Hop/Rap.  Also, the phonographic companies implemented new technologies such as the CD, DAT, and Minidisc, which even triggered a new economic boom at the beginning of the 1980s after a period of stubbornly lingering stagnation.  Nevertheless, these successes of the phonographic industry must not mask the fact that in the 1980s the music industry transformed from being a dynamic oligopoly to becoming static.  They continued to integrate the value-adding chain.  The phonographic companies assumed control of the most important music publishers and owned most record manufacturing sites, as well as the key distribution networks.  Small record labels, which operated in market niches commercially irrelevant to the majors, were tied to the majors' corporate structures through exclusive contracts.  This allowed the majors to claim as their own those music innovations that turned out to be commercially successful.  In this context, we must not overlook the fact that new music genres adapted to the routines of the creative paths of pop music.  The rough edges of original Heavy Metal, Punk Rock, and Hip-Hop/Rap were lost in this process, and the initially rebellious acts of the pioneering phase were replaced by acts that were more adaptable to the pop mainstream.

All of this is part of a controlled creativity that does not welcome any improvisation and experimentation and instead allows for novelty to occur only in a very narrow framework.  Primarily, the industry exploits their back catalogs in the form of "Best of" and "Greatest Hits" records or the re-release of legendary recordings; only secondarily do they develop new acts, which will eventually be adapted to the mainstream.  Majors weed out whatever does not fit into this framework in advance.  Consumer sovereignty is now limited to the ability to choose from a pre-selected pool of products, which in turn encourages conservative buying habits.  This serves as a market signal for the record companies to reproduce the established, thus resulting in a cycle of intensifying supply and demand that makes little room for novelty.

Up until recently, digitization had no influence on this routinization and standardization of the music industry's system of production, distribution, and reception.  The CD was merely considered a phonogram with a storage capacity exceeding that of the vinyl record, and DAT and Minidisc were viewed as digital substitutions for the music cassette.  However, record companies did not realize in a timely manner the real potential of digitization, that is, the ability to transmit data without physical carriers.  Thus, they reacted according to the familiar schema: ignore, downplay, and fight the new forms of technology, Internet music exchange sites and MP3.  These and other innovations enabled by the digitization of music opened up new possibilities for action.  In order to trigger a paradigm change, however, other factors that form the old paradigmatic framework have to be changed as well.  This includes creating patent and copyright laws that are no longer based on phonograms, as well as encouraging new consumer behavior, business practices, and, crucially, new music practices.  All of these action elements are gradually appearing.  Trying to live up to the demands of digitization, new copyright legislation was passed in Europe and in the U.S.; however, these new laws remained controversial and in many cases without effect because they did not yet overcome the phonographic logic.  The first signs of new consumer behavior can be observed in reference to the enormous and largely uninterrupted success of Internet music exchange sites.  New business models for the distribution of music over the Internet are being tested, though they currently do not produce any profit.  Finally, new music practices have begun to prevail that make use of the computer as an instrument to produce music.  We are already in a phase of creative chaos when new, previously unthinkable connections will be forged.  Thus, Madonna signed with the world-wide leading concert organizer LiveNation. The Vienna Philharmonic Orchestra engaged a Swiss marketing agency in order to promote the New Years Concert and various players from outside the music industry have launched music mobile and online portals, like computer firms (Apple), telecommunication companies (Vodafone, Deutsche Telekom, Austrian Telekom), cell-phone producers (Nokia, Sony-Ericsson), soft drink companies (Coca Cola) and some more. This rapidly increases the number of behavioral possibilities and thus variety.  Subsequently, the uncertainty about behavioral results will increase as well, which in turn will force the actors to form specific action routines that prefer some behavioral connections to others, ultimately leading to the establishment of new creative paths.  How these paths will look is impossible to predict at this moment.

�  The same holds true for Europe where the music industry was dominated by Schlager songs from opera, operettas, vaudeville, and music halls.


�  During the mature period of the broadcasting era, the creative path of Swing music is so dominant that no other path could exist except for the "classic" path, which was adapted to the broadcasting logic.  In the era of the phonographic companies, new paths such as those of Pop and Rock or Jazz music formed, whereas the "classic" path was once again transformed in this new paradigm and adapted to its new logic.


�  Compare this to how I introduced the concept of the technological paradigm in Chapter 10.2.3.


�  Of course, to recognize novelty does not mean that novelty is already attached to the process of materialization but has not yet been discovered; rather, recognizing novelty means that an alternative to the already known is being socially constructed.  


�  However, we must not conclude that all system-alien impulses will lead to a paradigm change.  They become the trigger for a structural break only when a number of system-alien impulses mutually intensify each other.


�  Think of Motown, Stax, A&M, or Island.


�  Thus, more rebellious and provocative Heavy Metal acts, such as Black Sabbath and Alice Cooper, were commercially pushed to the background by more streamlined acts, such as Bon Jovi and Def Leppard.  Likewise, the commercial success of N.W.A. and Public Enemy was later surpassed by those of Pop-Rappers.
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